The paper assesses the extent to which Malawian agricultural entities are complying with recognition and measurement requirements of IAS 41-Agriculture, for their agricultural produce and biological assets. The purpose of the paper is to investigate the extent to which Malawian agricultural entities are using the fair value accounting model proposed in IAS 41 for measuring their agricultural produce and biological assets; to establish the most common method utilized for measuring the agricultural produce and biological assets; and to identify the implementation challenges that agricultural entities face in complying with IAS 41, in particular, the determination of fair value. Questionnaires were used to collect the data. Thirty-two participants from Eastern Produce Malawi Limited and Sable Farming Limited participated in the research. Purposive sampling was used to identify the participants to the study. The findings indicate that most Malawian Agricultural entities recognize and measure their biological assets in accordance with IAS 41. However, there are challenges particularly with the determination of fair value. The findings indicate that most agricultural entities measure their agricultural produce and biological assets at fair value less estimated cost of sale at the point of harvest and fair value respectively. It was also established that present value of estimated future cash inflows is the most utilized method to determine the fair value of assets that are biological in nature.
INTRODUCTION
Malawi, as the warm heart Africa is best known for its friendly people and its lake which covers 20% of the country. In total, 84% of Malawians live in rural areas where about 11 million are engaged in smallholder farming (Mucavele, 2010) . Agriculture has, for the past decade, been the mainstay of the Malawian economy. It continues to be a fundamental instrument for sustainable development and poverty reduction in Malawi (Mucavele, agricultural exports, on the other hand, constitute a greater percentage of total exports, approximately 80% in 2010. The sector also supports nearly 82% of the rural population in Malawi (Mucavele, 2010) . The main agricultural exports in the country are tobacco, tea, sugar, cotton, rice, and pulses (Mucavele, 2010) . Coffee, cotton, tea, sugar, and tobacco are the principal cash crops (Manda and Makowa, 2012) . Tobacco is the dominant cash crop in the economy accounting for approximately 63% of the country"s total export earnings. Tobacco is the most important cash crop in Malawi contributing 63% to export earnings followed by tea at 8% and sugar at 7%. Livestock production, which contributes about one-fifth of the value of total agricultural production, consists mainly of subsistence grazing of sheep, cattle, goats, poultry and pigs (WTO, 2010) .
Malawi agriculture is made up of smallholder farmers estimated at two million farming families cultivating 4.5 million hectares. The agricultural production is subsistent with most households cultivating on less than a hectare of land. It is characterized by low levels of input and low output levels. The estate subsector is the nation"s principal foreign exchange earner. While it contributes only 20% of the total national agricultural production, it provides over 80% of agricultural exports mainly from tobacco, sugar, and tea and to a lesser extent, coffee and macadamia. (WTO, 2003) . In the light of the sector"s importance to the economy, it follows that it is equally important to account for biological assets appropriately. International Accounting Standard (IAS) 41, Agriculture, prescribes the accounting treatment and disclosure requirements related to agricultural activity to be measured at fair value less the cost to sale. Furthermore, it states that agricultural activities are the management of biological assets which includes living animals or plants.
Prior to the implementation of IAS 41, there was no comprehensive accounting guideline or standard for agriculture available. IAS 41 was the first ever standard issued by the International Accounting Standard Commission (IASC) that proposed the use of fair value as a prescribed method of measurement rather than as an allowed alternative to historical cost (Argiles and Slof, 2001) . It represents the most comprehensive and farreaching departure from historical costs to date (Elad, 2004) . The study sought to examine the extent of compliance with IAS 41 by Malawian agricultural entities, and in particular, to establish challenges faced by them in determining the fair value of biological assets and agricultural produce. The findings of the study indicate that most Malawian agricultural entities are complying with the recognition and measurement requirements of IAS 41.
The findings of the study indicate that most Malawian agricultural entities are complying with the recognition and measurement requirements of IAS 41. The findings also indicate that most agricultural entities measure their agricultural produce and biological assets at fair value Ndala 587 less estimated cost of sale at the point of harvest and fair value respectively. It was further established that present value of estimated future cash inflows is the most utilized method to determine the fair value of both biological assets. However, there are challenges particularly with the determination of fair value. The paper presents the problem statement, the literature review, research methodology, discussion of the research findings and a conclusion
Problem statement
Several studies that have focused on the application of IAS 41 have been conducted in other countries including South Africa (Baigrie and Coetsee, 2016) , Kenya (Ndung"u, 2012) , France (Elad and Herbohn, 2011 ), United Kingdom (Butler, 2001) , Romania (Feleagặ et al., 2012) , Australia (Nobes, 2006) , the United States (Marsh and Fischer, 2013) , New Zealand (Fisher et al., 2010) and Spain (Argiles et al., 2009 (Argiles et al., , 2007 Bank, 2007) . In light of the findings by previous studies and the rigorous fair value recognition, measurement and disclosure requirements that IAS 41 places on agricultural entities, there was a clear need to establish the extent to which Malawian agricultural entities are using fair value accounting for biological assets and agricultural produce and to determine any implementation challenges that agricultural entities face in complying with IAS 41 in particular determination of fair value.
The paper, therefore, assesses the extent of compliance with IAS 41 by Malawian agricultural entities such as Eastern Produce Malawi Ltd and Sable Farming Company Ltd, and this is achieved through the following specific objectives: a) To establish the extent to which Malawian Agricultural companies are using fair value accounting for biological assets and agricultural produce. b) To identify the common methods of fair value measurement of the biological assets or agricultural produce by agricultural companies in Malawi. c) To establish the implementation challenges that agricultural entities face in complying with IAS 41 in particular determination of fair value.
LITERATURE REVIEW
Accounting theory encompasses assumptions, methodologies and frameworks used in the study of financial principles (Abd-Elsalam and Weetman, 2003) . This involves a review of the historical foundations of accounting practices, as well as the way in which accounting practices are verified and added to the regulatory framework that governs financial statements and financial reporting (Gibson, 2007) . Financial reporting is intended to provide information useful in making business and economic decisions. The objective of IAS 41 is to give guidance on how agricultural activity can be reported in the financial statements. This includes the disclosure requirements. In the context of biological assets, it prescribes how the value of such assets should be considered taking into account the rate of growth, the growing period, the age, the degree of degeneration or damage from pests and diseases, harvesting and any other aspects that impact, either negatively or positively on the value of such biological asset (IFRS, 2013) . The standard requires an entity to recognize a biological asset or agricultural produce when, and only when the entity controls the asset as a result of past events; it is probable that future economic benefits associated with the asset will flow to the enterprise and the fair value or cost of the asset can be measured reliably (IAS, 41:10) . The future benefits are normally assessed by measuring the significant physical attributes (IAS 41:11) .
The standard requires biological assets to be measured on initial recognition and at each balance sheet date at fair value less estimated point-of-sale costs, except for the case where the fair value cannot be measured reliably (IAS 41:12) . On the other hand, agricultural produce harvested from an entity"s biological assets to be measured at its fair value less costs to sell at the point of harvest. Such measurement becomes cost at a date when applying IAS 2 Inventories or another applicable standard (IAS 41:13) . Unlike the recognition of biological assets, there is no exception allowed to this fair value recognition in the cases of agricultural produce. It is assumed that the entity will have access at the time of harvest to a market price for the agricultural produce harvested (Baigrie and Coetsee, 2016) .
The standard provides that fair value determination may be facilitated by grouping biological assets or agricultural produce according to significant attributes; for example, by age or quality. In addition, the standard requires an entity to select the attributes corresponding to the attributes used in the market as a basis for pricing (IAS 41:15) . If active market exists for a biological asset or agricultural produce in its present location and condition, the quoted price in that market is the appropriate basis for determining the fair value of that asset. If an entity has access to different active markets, the entity uses the most relevant one (IAS 41:17) . However, if an active market does not exist, an entity uses one or more of the following, when available, in determining the fair value, firstly, the most recent market transaction price provided that there has not been a significant change in economic circumstances between the date of that transaction and the end of the reporting period; secondly, market prices for similar assets with adjustment to reflect differences; and lastly, sector benchmarks such as the value of cattle expressed per kilogram of meat (IAS 41:18) .
If market-determined prices or values are not available for biological asset in its present condition, then in these circumstances, the entity uses the present value of expected net cash flows from the asset discounted at a current market-determined pre-tax in determining fair value (IAS 41:20) . Furthermore, the standard stipulates that cost may sometimes approximate fair value, particularly when little biological transformation has taken place since initial cost incurrence (for example, for fruit tree seedlings planted immediately prior to the end of a reporting period) or when the impact of the biological transformation on price is not expected to be material (for example, for the initial growth in a 30-year pine plantation production cycle) (IAS 41:24) .
There is a presumption that fair value can be measured reliably for a biological asset. However, that presumption can be rebutted only on initial recognition for biological asset for which market-determined prices or values are not available, and for which alternative estimates are determined to be clearly unreliable. In such a case, biological asset will be measured at its cost less any accumulated depreciation and any accumulated impairment losses. Once the fair value of such a biological asset becomes reliably measurable, an entity shall measure it at its fair value less costs to sell (IAS 41:30) .
In addition, gains and losses for biological assets may arise in the following situations, firstly, on initial recognition of biological asset at fair value less estimated point-of-sale costs and from a change in fair value less estimated point-of-sale costs of biological asset. The standard recognizes gains and losses in the statement of profit or loss, hence included in the net profit or loss for the period in which it arises (IAS 41:26) . Similarly, the gains and losses for agricultural produce may arise on initial recognition of agricultural produce at fair value less estimated point-of-sale costs (as a result of harvesting). The standard also requires gains and losses to be included in net profit or loss for the period in which it arises (IAS 41:28) .
Prior to the implementation of IAS 41, there were no comprehensive accounting guidelines or standard on agriculture. Baigrie and Coetsee (2016) recognizes that IAS 41 was a bold step in the international harmonization program initiated by the International Accounting Standards Board (IASB, 2014) . IAS 41 was the first ever standard issued by the IASB that proposed the use of fair value as a prescribed method of measurement rather than as an allowed alternative to historical cost (Argiles and Slof, 2001 ). The standard requires entities engaged in agricultural activities to measure biological assets at fair value less estimated cost to sell both on initial recognition and at the end of each reporting period (IAS 41:12) . Ndung"u (2012) (2013) in Malawi explicitly requires all companies to prepare financial statements that comply with full IFRS or the IFRS for SME"s in Section 246 (2&3). Consequently, all companies that have public accountability are required to apply full IFRS (Deloitte, n.d). Accordingly, public companies with holdings in biological assets are required to use in preparing their financial statements, the recognition measurement and disclosure requirements as contained in IAS 41.
A large number of IAS adopters are from Europe. However, Canada and the Middle East are also well represented. Cairns (1999) reports that the accounting in Europe have historically been perceived to be different from and more flexible than the IASs. It is also noted that it has often been possible for European companies to choose options within their domestic GAAP and IASs. The reduction in the flexibility (due in part to the IASC's compatibility/improvements project) once available with IAS has made it difficult to achieve this "dual compliance" more difficult to achieve. Dumontier and Raffoumier (1998, p. 227) justified the placement of the nonconforming firms into the IAS group by stating that "these companies which referred to IAS but with some disclosure exceptions were nevertheless classified in the IAS group because it was apparent that most firms which declared compliance with IAS did not, in fact, satisfy the entire set of disclosure requirements of the IASC". Street and Gray (2000) , Street and Bryant (2000) , Tower et al. (1999) , Street et al. (1999) and Cairns (1999) gave the initial examples of significant non-compliance Ndala 589 among companies purporting to use IAS. Street et al. (1999) looked specifically at compliance with IASs issued as a project of IASC's comparability project. They found out that non-compliance is particularly common when the sample companies present extraordinary items, the revaluation of property, plant and equipment, pension disclosures, the valuation of inventories, the restatement of foreign entities for companies operating in hyperinflationary economies and the amortization of goodwill. Cairns (1999) argued for disciplinary action against audit firms that ignore obvious noncompliance with IAS and especially when these firms issue unqualified opinion or reference IAS in a misleading manner. These early findings of noncompliance may have encouraged researchers to ignore claims by firms that they have complied with IAS in preparing their financial statements. Researchers have now adopted advanced methodologies to be used in measuring the degree of IAS compliance (Cairns, 1999) . Tower et al. (1999) endeavored to provide an even more precise measure of IAS compliance by examining it as a continuous variable. They coded each of the "compliance points" within a total of twenty-six IASs according to the following points; No compliance with the relevant IAS issue; Compliance with the relevant IAS issue: Compliance with IAS benchmark on a particular issue; Compliance with IAS allowable alternative on a particular issue; Compliance with both the IAS benchmark and allowable alternative; Compliance not disclosed and not readily discernable; along with noncompliance issue. They reported two problems with this kind of coding. First, a number of items were not applicable to some reporting firms (e.g. IAS 11 on construction contracts) and secondly, there was considerable non-disclosure with regard to many IAS rules. Towers et al. (1999) also examined the determinants of IAS compliance by regressing the level of compliance on a number of firm characteristics. They found out that among the variables being studied, the home country of the reporting firm is the characteristic that mostly heavily influences the level of compliance.
A study of 43 plantation entities on Bursa Malaysia found the disclosure of biological assets by firms which was done separately on the face of the balance sheet as required by FRS 101. However, very few companies used fair value to value their biological assets instead following the capital maintenance and amortization methods under the repealed MAS 8 -accounting for precropping costs in determining their value. Various concerns of not implementing IAS 41 were attributed to difficulty in identifying the attributes of biological assets, the cost of fair valuation and volatility and/or the lack of relevant information (Bhakir, 2010 In 2006, Ernst and Young conducted a follow-up survey to assess the implications and impact of South Africa's IFRS transition. The survey highlighted the challenges South African companies faced with the adoption of IFRS which included greater complexity than had been anticipated, high costs, poor understanding of the reasoning behind the transition and potential confusion about company performance information. Ndung"u (2012) established the extent of compliance with IAS 41 by listed agricultural companies on the Nairobi Stock of Exchange. Findings indicated levels of non-compliance ranging between 17 and 39% by listed agricultural companies on the Nairobi Stock of Exchange. The specific areas of noncompliance were in the financial disclosures with a noncompliance level of 20%, non-financial disclosures with non-compliance level of about 60% and other disclosures with a non-compliance level of 100%. Baigrie and Coetsee (2016) found that the majority of South African agricultural companies are using fair value to measure their biological assets at initial recognition as well as at the end of each reporting period. Furthermore, the results showed that most companies are complying with the compulsory disclosure requirements of IAS 41, and are also providing certain of the recommended disclosures listed in the IAS 41. Elad (2004) notes that through the radical departure from historical costs, the standard causes some theoretical and practical problems that might affect widespread adoption. Moreover, it raises major problems of implementation in different national settings. This could affect the harmonization of international accounting standards, for multinationals domiciled in various nations and possessing material holdings in biological assets, comparability of financial statements could be compromised. The use of different assessment models leads to differences of earnings quality in the agricultural sector internationally (Elad and Herbohn, 2011) .
Furthermore, interviews in some agricultural entities have shown that IAS 41 demands a lot of extra work and it is hard to establish the fair value (Burnside and Schiller, 2005; Elad and Herbohn, 2011). Feleagặ et al. (2012) recognize that the implementation in various countries has led to radical change in accounting policies of major agricultural entities by switching from historical cost to fair value although reactions were not immediate. Svensson et al. (2008) noted drawbacks with regards to fair value and the main drawbacks claimed includes the cost of recognizing biological assets at fair value which exceeds the gains obtained by this valuation method. Elad and Herbohn (2011) revealed that the costs of measuring and reporting biological assets at fair value outweigh the benefits and the fair value method described in IAS 41 increases the volatility of earnings. Baigrie and Coetsee (2016) recognizes that ten years after the issue of IAS 41, this remains a contentious issue today. Koh (2013) states that the use of fair value accounting for biological assets has led to ludicrous financial statements being produced and the selection of a discount rate for the evaluation of biological assets involves subjective judgment. Elad and Herbohn (2011) noted that discount rates are normally established by independent external valuers. These rates and asset values may differ considerably from valuer to valuer. As a result, comparability of financial statement will be compromised.
Agriculture plays a very important role in the Malawian economy. However, despite the importance of the sector to the Malawian economy, there has been no recorded research on the compliance of recognition and measurement requirements of IAS 41. In 2007, the World Bank conducted a review of accounting and auditing standards and practices in Malawi's corporate sector. The review exercise focused mainly on the strengths and weaknesses of the institutional framework that supports the corporate financial reporting system in the country (World Bank, 2007) . The review exercise which was conducted by the ROSC team reviewed 23 sets of financial statements from 8 listed companies (including 3 banks), 4 other banks, 5 insurance companies and 6 state-owned enterprises. This review is probably the closest recorded study in Malawi, with regards to objectives that this paper will achieve. However, even this review did not cover compliance with the recognition and measurement requirements of accounting standards (World Bank, 2007) . In a review by the World Bank in 2007, the ROSC team discovered that corporate entities had practical difficulties in dealing with the requirements of some of the standards. There were difficulties in determining component values under IAS 16, Property, Plant and Equipment and generally in determining fair values as required by IFRS (World Bank, 2007) .
In light of the emphasis that IAS 41 places on fair value, in addition to the absence of any recorded research since this report was disclosed, the importance of this paper is further emphasized.
RESEARCH METHODOLOGY
The study took place in Blantyre, Mulanje and Thyolo districts where most of the agricultural entities are located. The participants to this research were people working in the Accounting Department, senior internal and assistant internal auditors working in the respective agricultural entities. The study targeted senior accountants and internal audit managers of the respective agricultural entities in the respective districts of Blantyre, Mulanje and Thyolo.
Data collection method
Data was collected using a structured questionnaire for both quantitative and qualitative information. A total of 40 questionnaires were circulated within the targeted agricultural entities. The questionnaires contained two sections: Section A sought to establish the respondent demographic information and Section B sought to answer the research questions. To ensure the validity of the instrument of measurement, the questionnaire was pilot-tested on five respondents and the results were determined to be adequate.
Thereafter, questionnaires were distributed to the respondents by the researcher using a drop and pick later method to reduce disruptions on the respondents" works. A clear explanation through a written letter was given to respondents as to how they are to benefit from the research. All these were aimed at ensuring a high response.
RESULTS
A total of 40 questionnaires were distributed in different agricultural entities out of which 32 were returned giving a response rate of 80%. This response was considerable, good enough, representative of the population and conforms to Mugenda (2003) stipulation that a response rate of 70% and above is excellent. The respondents were asked to indicate their highest qualification achieved. From the findings, it was revealed that 43.75% of the respondents had a degree as the highest qualification, 28.13% had diplomas, 15.63% had certificates, 6.25% masters and 6.25% had other qualifications. This shows that the respondents had relevant qualifications and were familiar enough with the extent of compliance with IAS 41 in their respective agricultural entities hence provide relevant information for the study. The respondents were requested to indicate the number of years they had been in the organization. The figures revealed that 53.13% had been in the organization for between 1 to 5 years, 25% for between 6 to 10 years, 18.75% between 11 to15 years and 3.13% between 16 to 20 years. This shows that the respondents had been in their organisation long enough to understand the extent of compliance with IAS41 in their respective agricultural companies, hence provided reliable information for the study.
Extent of compliance with IAS 41 by Malawian agricultural entities
It was found that the most acceptable measure of biological assets on the balance sheet was through initial recognition only. It was established that the most adopted measure of biological produce is at market value less estimated point of sale. The research findings are consistent with IAS 41 which provides that biological assets should be measured on initial recognition and at each balance sheet date at fair value less estimated point-of-sale costs; also, biological produce should be measured, in all cases, at the point of harvest, at fair value less estimated point-of-sale costs. In total, 40% of the companies analysed used the present value of the expected net cash flows to determine their fair values. Consequently, 60% used a combination of the most recent market transaction price, market prices for similar assets, quoted market prices and present value of Ndala 591 expected net cash flows. This is indicative of the diversity given by IAS 41 on the various methods applicable in fair values determination.
Methods fair value measurement by agricultural entities
The researcher found that 40% of the companies used only one method of fair values determination. That is, the present value of expected future cash flows. This method was applied to a range of biological assets which included tea bushes, macadamia nuts trees and livestock. A total of 60% of the other companies determined their fair values for the same range of biological assets with different measurement methods. For example, one of the companies determined its fair value for livestock through the use of the market prices of similar assets and use of the most recent market transaction price for tea bushes.
Incidences of gain and loses on initial recognition of biological assets
The research findings were indicative that the companies analyzed had gains and losses on initial recognition of biological assets and were consequently included in the profit and loss account in the period in which they arose. IAS 41 provides that gains and losses on initial recognition of biological assets or biological produce should be included in the net profit for the period in which they arise.
Financial disclosure
The study sought to find out the extent of compliance with financial disclosures by agricultural entities. The research findings indicated that the company accounts analysed complied with the disclosure of the aggregate gain or loss arising during the period on initial recognition of biological assets, disclosure of the aggregate gain or loss arising during the period from changes in fair values less estimated point-of-sale costs from the subsequent measurement of biological assets and the disclosure of a reconciliation of changes in the carrying amounts of biological assets between the beginning and the end of the current period under the fair value and cost approaches.
Non-financial disclosures
The research findings revealed the highest levels of noncompliance in this regard. All the companies complied with the disclosures on the nature of activities involving each group of biological assets and the methods and significant assumptions applied in determining the fair values. However, only 40% of the companies complied with the disclosure of physical quantities of each group of biological assets at the end of the period while 60% did not comply with this section of the standard. In total, 60% of the companies did not comply with the standard on disclosure of output of agricultural produce during the period while only 40% of the companies complied with this section of the standard. None of the companies disclosed the existence of biological assets as the whole title was restricted and/or pledged as liabilities and the amount of commitments for biological assets. A total of 60% of the companies did not disclose the financial risk management strategies related to agricultural activates while only 40% of the companies complied with this section of the standard. In total, 60% of the companies did not disclose where during the period the fair value becomes the measurement basis while only 40% of the companies complied with this section of the standard.
Other disclosures
From the research findings, no disclosures were found in the accounts with regard to whether there were incidences when fair values could not be measured reliably or if they were all measured reliably, whether there was a disclosure to that effect indicating that all the fair values were measured reliably.
DISCUSSION
All the participants that took part in filling the questionnaire reported that the common accepted method of measuring biological assets on the balance sheet was through initial recognition only and biological assets are valued at fair value, while the most common method of valuing agricultural produce is fair value less estimated point of sale costs. On the other hand, agricultural produce harvested from an entity"s biological assets should be measured at its fair value less costs to sell at the point of harvest. It is clear from the findings of this study that majority of Malawian agricultural entities are complying with the standard. Moreover, despite the option of using the cost model, which is easier because the cost spent on a biological asset is known, most entities use the fair value model to value their biological assets and agricultural produce, which was quite unexpected. In a previous study that had been conducted in some agricultural entities, it was shown that it is hard to establish the fair value (Burnside and Schiller, 2005) . In addition, other studies have further established that the demand of fair value has increased pressure on agricultural entities (Feleaga et al., 2012; Elad and Herbohn, 2011) . Furthermore, other studies have suggested that the fair value model proposed in IAS 41 would be totally incomprehensible to those individuals engaged in agricultural activities in developing countries (Elad, 2004) . Studies in developed countries such as France (Elad and Herbohn, 2011) , have also discovered that a majority of entities engaged in agricultural activity (52%) would rather use the cost model in valuing their biological assets than use the fair value model. The 2007 Report on the Observance of Standards and Codes (ROSC) in Malawi conducted by the World Bank found that several entities were encountering practical difficulties in dealing with the requirements of fair value measurement in standards such as IAS 16, Property, Plant and Equipment, which resulted in several compliance gaps (World Bank, 2007) . Therefore, as a result of these previous findings, it was expected that most Malawian agricultural entities would struggle to comply with the standard, in particular fair value determination, and hence opt for the cost model. However, the widespread use of the fair value model to measure biological assets and agricultural produce could be attributed to the benefits that the fair value model offers. A research conducted by Argiles et al. (2009) found that the fair value model is beneficial not only for the entity but also for the financial user. The study found that fair value is friendlier than historical cost for accounting preparation, and it encouraged better judgment among subjects operating in the agricultural sector. Students, farmers, and accountants encountered more difficulty and made more miscalculations preparing accounts with historical cost than with fair value. They persistently carried out flawed valuations of biological assets, less accurate income calculations and poorer judgements with data based on historical cost. In contrast, they attained acceptably accurate valuations, income calculations and judgments when they applied fair value. The study also found fair value to be a more meaningful point of reference than historical cost for subjects operating in the sector. Furthermore, it was discovered that historical cost was not as reliable and relevant as fair value. Finally, fair value could be applied more easily, produces fewer mistakes, is more understandable and encourages better judgements. On the basis of the study conducted by Argiles et al. (2009) , it is clear that there are various advantages that fair valuation has over historical cost. These adavantages possibly form the reason for the widespread use of fair valuation among Malawian agricultural entities despite the challenges that come up with fair value, especially where there are no active markets for some biological assets, as is the case in Malawi. However, more research is required to confirm this assertion.
Common method of fair value
IAS 41 requires an entity to measure biological assets and agricultural produce at fair value, but how the fair value is established is open to discretion. Therefore, it is not surprising that there are a variety of methods that Malawian entities use to come up with fair value of biological assets and agricultural produce. The most common methods of valuing biological assets are as follows: present value of expected future cash flows, recent market transaction prices, quoted market prices and sector benchmarks. Out of the four common methods of valuing biological assets and agricultural produce that emerged, the prevailing method was present value of expected future cash flows. The method of valuing agricultural produce at the point of harvest was even more varied as compared to the responses that were obtained for the common method of valuation for biological assets. In addition to the four common methods of fair valuation for biological assets, the market prices for similar assets were another method of fair valuation for agricultural produce that emerged from this study. Despite the high variability in responses, the prevailing method for valuing agricultural produce was also the present value of future net cash flows.
In a study conducted by PricewaterhouseCoopers (2009) on the application of IAS 41 Agriculture to the fair value of standing timber, it was found that the valuation based on the present value of anticipated future net cash flows was by far the most commonly used method. That study also established that the most common reason for using the DCF method in that study was the lack of active markets with reliable available market prices. Several accountants alluded to the same reason as the rationale behind the widespread use of this method of fair valuation. As one accountant put it, "… finding an active market is not easy. Economic factors also tend to affect the recent transaction price…"DCF"s popularity as a method of establishing fair value for biological assets and agricultural produce does not mean it is the "best" method of fair valuation. Moreover, this method of fair valuation is recommended by the standard only in the circumstance that market-determined prices or values are not available for biological asset in its present condition. Each method of establishing fair value has its shortfalls. The findings of this study suggest that the shortfalls that pertain to the DCF method could result in the manipulation of financial statements. In a study by PwC, out of all the assumptions made in applying DCF valuation, discount rate was a significant factor. A small change in the applied rate can have significant effects on the valuation. This opinion was expectedly maintained from some of the accountants that participated in the research as one accountant say "…coming up with an appropriate discount rate is challenging. It is also an area that is sensitive, implying there is a high risk of fraud. The fact that Malawi does not have a credit rating system makes it even harder to establish a discount rate on a proper basis… these factors mean there is high variability in the discount rate. This also affects the comparability of financial statements…"
IAS 41 provides a hierarchy for the methods that can be used to value biological assets and produce at fair value. However, there is no "best" method of establishing Ndala 593 fair value. Ultimately, it is up to the entity to choose the method that best meets the need to produce relevant and reliable financial statements.
Implementation challenges
Several studies have been conducted that have concentrated on the implementation challenges of IAS 41. Some of the challenges that these studies established were reinforced by the findings of this study. A study by Elad and Herbohn (2011) suggests that having several models to determine fair value and having different assessment models leads to differences in earnings quality in the agricultural sector. Research findings show that having several models to determine fair value has had an impact on earnings quality in the agricultural sector. Different sectors may use any of the different directives offered by the standard. As a result, the fair value figure that one valuation model would give would be different from another valuation model. Consequently, there are bound to be differences of earnings quality in the agricultural sector. It is further suggested that even if there was only one valuation model to determine fair value, for example, present value of expected net cash inflows, there would still be difference in the earnings quality. This is because there is some judgement involved with the discount rate which the entity wants to use. Likewise, if the most recent market transaction price was used, the earnings quality would still be different as a result of price volatility of agricultural produce. The findings of this study therefore suggest that while there are several models to determine fair value that is not the sole reason for differences in earnings quality. Even for congruent valuation models used to determine fair value, there would still be differences in earnings quality, albeit more reduced. It is clear from the findings that most accountants felt the standard allowed a great degree of judgment from management in many aspects. As a result, the risk of fraud is increased. For the fact that fair value is being used to value biological assets and produce, there is bound to be differences in earnings quality due to the judgement that is required in determining fair value. Apart from differences in earning quality, having different valuation models means that the comparability of the financial statements is heavily compromised. Furthermore, key financial ratios are affected, thereby possibly misleading the final user.
Another study by Burnside and Schiller (2005) also established that some agricultural entities showed that IAS 41 demanded a lot of extra work and that it is hard to establish fair value. From the findings of this study, some of the participants agreed that IAS 41 does require a lot of extra work but that it is not necessarily hard to establish fair value. From the findings, it is clear that a majority of the entities that the participants have worked, have been large estates and listed agricultural companies, most of whom can enable a professional valuer to value the biological assets and agricultural produce at fair value. As a result, establishing fair value will not be difficult because the professional valuer would do so at a fee agreed between the two parties. However, a lot of work is still required if you are performing the valuation on a fair value basis. There are a lot of estimations and judgements when it comes to determining the fair value. As a result, a lot of extra work must still be done to establish fair value, but it is not necessarily difficult to establish fair value. Elad (2004) further argued that the fair value model proposed in IAS 41 would be totally incomprehensible to those individuals engaged in agricultural activities in developing countries. From the findings of this study, the results have been mixed. Some have comprehended it so well that they have been able to manipulate the discount rates. On the other hand, others have found it difficult such that they have relied on the auditors to help them. Those with a wealth of resources have been able to access professional expertise, while those that do not have such resources that have used cheap labor have struggled with the standard. Other entities have not struggled to apply the standard because they have institutional memory. They have been able to apply the standard through the transfer of skills from the parent company. However, other entities have struggled to apply the standard. For example, they have struggled with the inputs to their fair value model. For others, getting the information to determine fair value has been a nightmare in specialized markets. Price volatility poses a dilemma for these entities as it leaves them unsure about which prices to use to value biological assets if price fluctuations happen frequently.
Most accountants had not encountered a situation where the presumption was rebutted. However, a constant theme that emerged from the possible reasons for rebutting the presumption that fair value can be measured reliably is uncertainty as a result of economic factors. In addition to the lack of active markets with reliable available market prices, this could also be a factor towards the popularity of the DCF method for valuing biological assets. Active markets for biological assets and agricultural produce are very volatile, and, if they are not volatile, then they are simply unavailable. However, despite the gravity of these problems, they do form the key challenges of fair value determination. Svensson et al. (2008) also established that the cost of recognizing biological assets at fair value exceeded the gains obtained by this valuation method. Corroborating this, Elad and Herbohn (2011) , in their questionnaire survey revealed a high level of agreement amongst all groups of respondents, that the costs of measuring and reporting biological assets at fair value outweigh the benefits. The participants of this study generally disagreed with this assertion. Some stated that it depended on factors such as: availability of the active market, size of the company-in terms of revenue and assets, size of the company-in terms of the stakeholders who rely on the financial statements.
It is unambiguous that there are high costs that come with fair value determination. For small and medium enterprises (SMEs), costs of determining fair value may outweigh the benefits. This may a contributing factor that led the IASB toward allowing SMEs engaged in specialized activity such as agriculture to use the historical cost model in valuing biological assets, unless fair value is readily determinable without undue cost or effort.
In addition to the reinforcing challenges that have been established by other studies, this study also discovered other challenges that agricultural entities in Malawi have encountered in respect to IAS 41. There are various aspects of the standard that have caused entities in Malawi challenges. The majority have centered on fair value determination. Entities have found it difficult to determine the value of their biological assets and agricultural produce at initial recognition and subsequent treatment. In addition, access to information is a nightmare in specialized markets. Price volatility poses a dilemma on which prices are to be used to value biological assets if price fluctuations happen frequently. The price variances are too great and too frequent which can be misleading when eventually presented on the financial statements. These challenges agree with Argiles et al. (2009) conclusion on the use of fair valuation for biological assets and agricultural produce. They state that the main disadvantage of fair value is that there are no active markets for some biological assets. Elad and Herbohn (2011) state that some accountants have voiced concern over the applicability of the fair value model, particualrly to some biological assets in developing countries with inactive markets. Moreover, the IAS 41 recognized the difficulties of applying fair value in inactive markets in developing countries, and admitted the use of historical cost for small and medium-sized entities. However, when market values are available, it is worth making use of their advantages.
Non-financial disclosures
This section of the standard portrayed high levels of noncompliance by all the entities analyzed. The noncompliance level was estimated at about 40%. The last section was on other disclosures. From the research findings, none of the companies analyzed had disclosures to indicate compliance with this requirement by IAS 41. This indicated 100% non-compliance with the standard.
Conclusion
The paper concludes that accountants were represented at meetings and conferences; they were provided with formal accounting training courses mainly on compliance with IAS 41 and accorded with on-job skills that suit their work in the accounting unit. The paper also concludes that the companies" culture, code of conduct, human resource policies and performance reward systems support the organisations objectives towards compliance with IAS 41. The paper concludes that there is little noncompliance levels by Malawian agricultural entities. The entities need to disclose their real financial performance to the public and especially revalue their prime estate assets which are grossly undervalued having appreciated unusually over the years.
